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Casino Industry
Developments—1995/96
Industry and Economic Developments
During 1995, gambling continued its pattern of exponential growth
across America. Casino gambling, though once confined to the isolated
deserts of Nevada and one square mile in Atlantic City, New Jersey is
now, in some form, within two hours of travel time for half of all
Americans. While new jurisdictions adopt the legalization of gambling
to create new gaming markets, existing markets in the large population
centers of the East Coast and Midwest continue to expand. Industry
analysts predict, therefore, that before long casinos will be coming to
every neighborhood. And, with 125 million visitors lured to the slot
machines and card tables last year, Americans now spend more on
casino gambling than on books, records, and movies combined. As
such, casinos have become the fastest growing segment of the enter
tainment industry.
Gambling is currently legal in 26 states and all but two states, Hawaii
and Utah, have adopted, in some form, provisions regarding legalized
gambling. Many other states have had annual referendums on intro
ducing casino gambling, driven by the general view that it is a quick
and painless revenue enhancer—and, typically, a very effective one at
that. For example, the state of Mississippi will be considering a bill to
reduce state taxes solely on the basis of a revenue surplus arising from
taxes on casino profits. In New Jersey, the gaming industry is now the
state's biggest taxpayer as well as the biggest employer. And, in Ne
vada, the gambler's paradise, the gaming industry dominates the state
economy.
The rate and type of growth of the gaming industry are greatly influ
enced by the philosophy of local regulatory authorities responsible for
the oversight of gambling activities. While many states pattern their
regulatory guidelines after the Nevada Gaming Control Act and the
New Jersey Casino Control Act, state statutes and regulatory attitudes
toward the gaming industry vary considerably. These differences are
usually reflected in the mandatory accounting procedures, internal
controls, and application requirements set by the various jurisdictions.
Nevada, for example, offers a low-tax environment with minimal regu
lation. As a result, the state's major cities, Reno, Lake Tahoe, and Las
Vegas, have become the exclusive domains of the casino industry.
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Most other jurisdictions, however, view casino gaming solely as a
source of revenue rather than an integral part of the social and eco
nomic environment. Auditors should gain an understanding of the na
ture of the regulatory environment in which a casino operates since it
is a factor likely to have an impact on the assessment of audit risk.
Further discussion of this issue is contained in the "Regulatory Issues
and Developments" section of this Audit Risk Alert.
Among the obstacles faced by the industry are the public perception
that casino gambling has negative consequences for society, and that it
has a detrimental impact on surrounding localities. Riverboat casinos,
first introduced by Iowa in 1991, were initially seen by legislators and
industry lobbyists as a way to ease the introduction of state sanctioned
gambling by allaying such fears. Proponents believed that restricting
gaming activities to cruising riverboats would ensure that a casino was
not going to be near a school, a church, or in somebody's backyard—
thus limiting the amount of community resistance. Since that time ca
sino gambling on riverboat cruises has been a significant growth
segment of the gaming industry. So much so that states such as Iowa
and Missouri have led the way in easing riverboat regulations by al
lowing the boats to remain at dockside rather than requiring them to
take periodic cruises. Industry observers believe that permanent dockside for riverboat casinos is the wave of the future.
In giving consideration to the industry environment in which
their casino client's operate, auditors should be aware that despite
the current popularity of gambling, there are some signs of threats
to future growth. At the state level, gambling referendums in Flor
ida and Texas have been unsuccessful. Louisiana has gone even fur
ther, perhaps to the point of reversing its position on legalized
gambling. Published reports have discussed the rise of an anti-gam
bling sentiment in that state driven by moral objections to gambling,
disappointing economic payoffs, an adverse competitive impact on
local commercial enterprises, and alleged political scandals. This
sentiment has been fueled by the Federal Bureau of Investigation's
(FBI's) recent release of wiretap transcripts in which a Louisiana
state legislator allegedly discussed taking bribes from a repre
sentative of the gaming industry (see "Illegal Acts by Clients" in the
"A udit Issues" section of this Audit Risk Alert). At the national
level, published reports documenting concerns by some about the
penetration of organized crime into the realm of legitimate gam
bling—as well as concerns about the moral implications of govern
ment sanctioned gambling—underlie a bill presented in the House
of Representatives that seeks to establish a national commission to
investigate economic and social effects of gambling.

6

While the cumulative effect of these events is uncertain, they may
ultimately have some adverse impact on the gaming industry. It is
likely to take the form of more restrictive legislation or tighter regula
tory monitoring of casino operations, or perhaps a reduction of growth
in the expansion of legalized gambling to new jurisdictions. Auditors
may wish to consider the impact of these events, and their possible
ramifications on legislative and regulatory initiatives when planning
their audits and considering the internal control structure of their gam
ing clients.

Competitive Environment
Casinos face direct competition from other entities in the gaming
industry for such things as limited gaming licenses, desirable locations
for casino construction, qualified personnel and, of course, customers.
And although the spread of legalized gambling to new jurisdictions,
including Indian Reservations and riverboats, is likely to present op
portunities for casinos with the expertise and financial ability to gain
footholds in these newly created markets, there will also be a corre
sponding increase in the level of competition. Casinos also face indirect
competition from other forms of legalized gambling including statesponsored lotteries, off-track wagering, charity bingo as well as the
emerging area of electronic gambling (for example, lotteries conducted
on-line or by telephone). Industry analysts expect the competitive en
vironment to become even more intense in the near term as existing
casinos expand their operations, and as new enterprises emerge to
meet the growing demand for gambling. Some observers have sug
gested that the race to meet this demand may result in an oversatu
rated market, with the threat of a glut facing some major gambling
centers. For example, Las Vegas is now being forced to absorb its sec
ond significant wave of casino construction since the early 1990s. Audi
tors may wish to consider whether potential asset realization problems
could result from this circumstance. See "Impairment of Long-Lived
Assets" in the "Accounting Developments" section of this Audit Risk
Alert for further discussion.
As a competitive strategy, new casinos have adopted more exotic
and creative themes to differentiate themselves from the numerous
gaming enterprises with which they compete. Plans for the construc
tion of new Las Vegas mega-casinos include an opulently designed
casino-resort situated on an island in the middle of a 50-acre artificial
lake. Another casino under construction will use Paris as a central
theme, featuring a 50-story replica of the Eiffel Tower. The estimated
price tags of such projects run as high as $1 billion. As such, these

7

undertakings generate huge financing needs and, typically, the related
loan agreements contain highly restrictive covenants. The audit impli
cations of such loan covenants are addressed under "Loan Covenants"
in the "Audit Issues" section of this Audit Risk Alert.
The impact of external influences that affect a casino's operations,
and matters relating to the industry in which a casino operates, such as
the current competitive environment issues discussed above, are
among the factors to be noted by auditors when—
• considering the control environment of a casino's internal control
structure pursuant to AICPA Statement on Auditing Standards
(SAS) No. 55, Consideration o f the Internal Control Structure in a Fi
nancial Statement Audit (AICPA, Professional Standards, vol. 1, AU
sec. 319), and
• planning the audit in accordance with SAS No. 22, Planning and
Supervision (AICPA, Professional Standards, vol. 1, AU sec. 311).

Casino Specialization
The casino business has generally been considered to be a natural
extension of the hotel industry for many major companies. In the early
days of gambling, when such activities were confined to Nevada and
Atlantic City, most customers came from out of state. The casino-hotel
tandem was, therefore, a natural outgrowth of the business environ
ment. As such, several large hotel chains have been prominent in ca
sino gaming. With the proliferation of casino gambling, however, a
trend appears to be developing toward separating the two segments.
As a result, casino specialization is becoming more prevalent.
During 1995, two major hotel companies announced their intention
to spin-off their casino operations into separate companies to allow the
casinos to focus their attention on the expanding opportunities in the
gaming industry. Authoritative accounting guidance for the disposal
of a business segment by, for example, "spinning-off" the unit, is set
forth under Accounting Principles Board (APB) Opinion No. 30, Re
porting the Results o f Operations-Reporting the Effects o f Disposal o f a Seg
ment of a Business, and Extraordinary, Unusual and Infrequently Occurring
Events and Transactions (FASB, Current Text, vol. 1, sec. 113), along with
paragraph 23 of APB Opinion No. 29, Accounting for Nonmonetary
Transactions (FASB, Current Text, vol. 1, sec. N35). In order to qualify for
discontinued operations treatment, an entity must meet all the criteria
established by APB Opinion No. 30. These include, a formal plan to
dispose of a business segment, and the expectation that the plan of
disposal will be carried out within a one-year period from the meas
urement date. In these circumstances, auditors should consider wheth
8

er management has appropriately accounted for the disposal of a busi
ness segment in accordance with the guidelines of APB Opinion No.
30. See "Restructuring Charges" and "Impairment of Long-Lived As
sets" in the "Accounting Developments" section of this Audit Risk
Alert for further discussion of this matter.
For publicly held casinos, the Securities and Exchange Commission's
(SEC's) Staff Accounting Bulletin (SAB) No. 93 (Topic 5Z), Accounting
and Disclosures Regarding Discontinued Operations, expresses certain
views of the SEC staff regarding accounting and disclosures related to
discontinued operations. The SEC SAB indicates that an entity's plan of
disposal would not meet the criteria in APB Opinion No. 30 if the
method of disposal of the business segment has not been determined
or if the plan of disposal requires more than one year. The SEC SAB
also discusses accounting for the abandonment of a business segment,
disposal of an operation with a significant interest retained, classifica
tion and disclosure of contingencies relating to discontinued opera
tions, and accounting for subsidiaries that an entity intends to sell.

Regulatory Issues and Developments
Gaming is regulated in every jurisdiction in which it is currently
legalized, and regulations generally require the receipt of a non-trans
ferable, renewable, license prior to the commencement of gaming op
erations. Typically the casino's officers, directors, and certain key
employees, must be licensed by local gaming authorities. Regulatory
frameworks impose restrictions and costs, including additional taxes,
that may materially detract from the feasibility or profitability of gam
ing operations. Gaming regulations, and their enforcement, are within
the discretion of the regulating jurisdictions. In addition, floating gam
ing ventures, such as riverboat casinos, require compliance with cer
tain maritime laws and U.S. Coast Guard regulations. The issue of
compliance with regulatory guidelines may have audit significance in
that violations could result in the suspension or revocation of the ca
sino's license to operate.

Bank Secrecy Act
Money laundering—the funneling of cash generated from illegal ac
tivities through legitimate businesses that handle cash—has spread
outward from the banking sector to non-bank financial institutions and
non-financial businesses. The Bank Secrecy Act (BSA), enacted to ad
dress this problem, authorizes the Treasury Department to issue regu
lations requiring financial institutions, as well as casinos, to file
reports, keep certain records, implement counter-money laundering
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programs and compliance procedures, and report suspicious transac
tions to the government. The Money Laundering Suppression Act of
1994 further empowers the Treasury Department to extend BSA regu
lations to the full range of gaming establishments in the U.S.
Failure to comply with the provisions of the BSA may result in the
assessment of severe penalties on casinos. The BSA was instituted to
discourage the use of currency in illegal transactions and to identify
unusual or questionable transactions that could aid in criminal, tax,
and other regulatory investigations. The government is vigorously en
forcing the BSA, and casino operators need to closely review their com
pliance with its reporting and recordkeeping requirements. Auditors
may wish to gain an understanding of the BSA and the nature of its
stringent reporting and recordkeeping requirements on casinos. Also,
see "Illegal Acts by Clients" in the "Audit Issues" section of this Audit
Risk Alert.
Concerned with possible money laundering in Native American ca
sinos, the U.S. Treasury Department issued proposed regulations un
der the BSA during 1995 that will bring tribal gaming under its
regulatory purview and away from that of the Interior Department
where it has been (Indian casinos are presently regulated under the
Indian Gaming Regulation Act [IGRA] of 1988). The proposed regula
tions would amend the definition of casinos to include those operated
on Indian lands. By the first quarter of 1996, about 120 tribal casinos of
all types in 16 states, whose aggregate wagering exceeds $27 billion,
will be required to comply with various provisions of the BSA.
The inclusion of Native American casinos under BSA regulations
will tend to level the competitive playing field for casinos that operate
in the U.S. However, that still leaves Nevada casinos outside the reach
of BSA regulations and Treasury Department supervision. Casinos in
that state received an exemption from the BSA in 1985, with the Treas
ury Department's approval, that may provide them with some com
petitive advantages over gaming operators in other states.

Casino Taxation
The level of casino taxation varies greatly from one jurisdiction to the
next and typically reflects the local philosophy and attitudes toward
the industry. While gaming taxes range from 3 percent to 6.25 percent
in Nevada, they start at 8 percent in Atlantic City, New Jersey. The
riverboat markets of Illinois, Indiana, and Missouri start at a rate of 20
percent.
In New Orleans the minimum tax on gaming revenues of 18.5 per
cent is mitigated to some extent through the granting of exclusive
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rights to land-based gaming. And, while the combination of high taxes
and exclusive licensing generally benefits both the jurisdiction and the
gaming operator, high-tax locales, that have liberal licensing guide
lines, pose significant business risks for gaming operators. A number
of riverboat casinos in such venues have recently failed or have been
forced to seek new locations. The implications of high tax rates, intense
competitive pressures, along with other circumstances discussed
above, may give rise to substantial doubts about the ability of a casino
to continue as a going concern. Auditors should consider their re
sponsibilities pursuant to SAS No. 59, The Auditor's Consideration o f
an Entity's Ability to Continue as a Going Concern (AICPA, Profes
sional Standards, vol. 1, AU sec. 341). SAS No. 59 provides guidance
to auditors for evaluating whether there is substantial doubt about
an entity's ability to continue as a going concern for a reasonable pe
riod not to exceed one year from the date of the financial statements
being audited.

Audit Issues
Audit Planning Considerations
In planning their audits of casinos pursuant to SAS No. 22, it is im
portant for auditors to familiarize themselves with the unique aspects
of the casino industry. Among other things, auditors may wish to con
sider—
• The regulatory requirements applicable to the casino.
• Whether the casino is under investigation by a regulatory body
and if so, management's and counsel's expectations of the out
come.
• The increased likelihood of irregularities given the handling of
large amounts of cash by casino employees. If necessary, auditors
should refer to the guidance set forth under SAS No. 53, The Audi
tor's Responsibility to Detect and Report Errors and Irregularities
(AICPA, Professional Standards, vol. 1, AU sec. 316).
• Regulatory requirements which dictate that casinos maintain an
internal audit staff. Auditors should be aware of the difficulties in
considering the work of internal auditors in a casino environment.
A significant portion of the work of internal auditors in this envi
ronment involves the observation of casino operations thus limit
ing the documentary evidential matter available. Auditors should
be aware of the authoritative guidance set forth under SAS No. 65,
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The Auditor's Consideration o f the Internal Audit Function in an Audit
o f Financial Statements (AICPA, Professional Standards, vol. 1, AU
sec. 322).

Internal Control Structure
Gaming Revenues. Due to the limited amount of physical evidence
supporting gaming revenue transactions, auditors of casinos must gen
erally place reliance on the entity's internal control structure. Reliance
on the internal control structure may involve a significant amount of
on-line testing of controls since there may be little or no documentary
evidence available for evaluation. Auditors may therefore be limited to
corroborative inquiries and unannounced observations of casino floor
operations, and cage and count room activities. Auditors should be
aware that a scope limitation may arise due to the inability to obtain
sufficient competent evidential matter about the effectiveness of the
design and operation of a casino's internal control structure policies
and procedures that are relevant to those financial statement assertions
concerning gaming revenues. As such, there may be no basis to sup
port an assessed level of control risk that allows the auditor to conclude
that the risk of material misstatement of the balance has been reduced
to an acceptable level. If so, the auditor may consider modifying his or
her opinion accordingly.
Reports on a Casino's Design o f an Internal Control Structure. Guide
lines imposed on casinos by gaming regulators typically include a re
quirement for the submission of a detailed proposal setting forth a
system of controls over the casino's accounting system. While require
ments vary from one jurisdiction to the next, it is common that such
proposals are accompanied by the report of an independent account
ant stating whether the proposed system of controls conforms to the
standards established by the gaming authority. Authoritative guid
ance for reports of this type is set forth under AICPA Statement on
Standards for Attestation Engagements No. 2, Reporting on an Entity's
Internal Control Structure Over Financial Reporting (AICPA, Professional
Standards, vol. 1, AT sec. 400).

Casino Revenues—Analytical Procedures
Given the lack of sufficient underlying documentation, auditors face
difficulties in applying tests of details to casino revenues. As such, the
use of analytical procedures take on increased importance. Ratio and
fluctuation analyses, comparisons of financial statement assertions
with auditor developed expectations, and comparisons of accounting
12

data with operating data, are some of the techniques available to audi
tors. In performing analytical procedures on casino revenues, auditors
may consider, along with other information, the following factors—
• Demographic data of casino clientele
• Betting limits established by regulatory agencies
• Effects of adverse weather conditions or special events, such as
conventions, on casino attendance
• Seasonality of casino operations
• General economic conditions
• Effects of intense competition
• Impact of promotional programs
• Probable win ratios
Plausible relationships among data may reasonably be expected to
exist, and continue, in the absence of known conditions to the contrary.
The detection of variations in such relationships may uncover the exist
ence of unusual transactions or events, accounting changes, business
changes, random fluctuations, or misstatements. However, auditors of
casinos should note that statistical information for casinos may be
prone to more significant fluctuations than that of other industries due
to the element of chance, which is a fundamental characteristic of ca
sino operations. And, while over the long term such fluctuations may
be more likely to conform to expected patterns, short term fluctuations
are not uncommon.
Auditors should note that authoritative guidance on the use of ana
lytical procedures is set forth under SAS No. 56, Analytical Procedures
(AICPA, Professional Standards, vol. 1, AU sec. 329), which requires the
use of analytical procedures in the planning and overall review stages
of all audits.

Illegal Acts by Clients
During 1995, the FBI initiated an investigation into public gaming in
the state of Louisiana involving money laundering and the bribery of
state legislators. The FBI is looking into allegations of payoffs to the
legislators from video-poker interests in the state including owners of
so-called "mini-casinos" where these machines are in abundance.
While the auditor does not ordinarily have a sufficient basis for rec
ognizing possible violations of laws and regulations when their finan
cial statement effect is indirect, this event, though not suggestive of an
industry-wide problem, should serve as a reminder to auditors of their
13

responsibilities with regard to possible illegal acts by clients. Auditors
should design their audits to provide reasonable assurance of detect
ing material misstatements resulting from illegal acts that have a direct
and m aterial effect on the determ ination of financial statem ent
amounts. However, an audit performed in accordance with generally
accepted auditing standards does not include procedures specifically
designed to detect illegal acts that would have only an indirect effect
on the financial statements. Auditors should, however, be aware of the
possibility that such illegal acts may have occurred. Specific guidance
in this area is set forth in SAS No. 54 Illegal Acts by Clients (AICPA,
Professional Standards, vol. 1, AU sec. 317).

Loan Covenants
The intense competitive pressures in such venues as Las Vegas and
Atlantic City have forced new operators seeking entrance to those mar
kets, and existing operators embarking upon expansion, to build
mega-resorts that incorporate fanciful and extravagant themes. These
projects are extremely expensive and generate significant financing re
quirements. The restrictive covenants that frequently accompany the
loan agreements negotiated for such projects can be an area of consid
erable audit risk in the current year. Auditors should be alert to the
possibility that covenant violations could cause long-term debt to be
reclassified as a current liability.
Loan agreements may contain covenants requiring the borrower to
adhere to specified financial ratios or to maintain amounts for certain
financial statement items within a given range. Others may contain
restrictions on capital expenditures and dividends, and some may
place restrictions on executive compensation and benefits. If a cove
nant violation on a long-term debt agreement has occurred and exists
at the balance-sheet date, no matter how "insignificant" or "technical,"
Financial Accounting Standards Board (FASB) Statement No. 78, Clas
sification o f Obligations That Are Callable by the Creditor (FASB, Current
Text, vol. 1, sec. B05), requires that the obligation be classified as a
current liability, unless one of the following conditions is met:
• The creditor waives (see FASB Emerging Issues Task Force (EITF)
Issue No. 86-30, Classification o f Obligations When a Violation is
Waived by the Creditor) or subsequently loses, for more than one
year from the balance-sheet date, its right to demand repayment.
• The obligation contains a grace period within which the debtor
may "cure" the violation, and it is "probable" that the violation
will be cured.
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In addition, if the second condition occurs, thereby resulting in a
reclassification of long-term debt, paragraph 5 of FASB Statement No.
78 requires that the circumstances be disclosed. For public entities,
Rule 4.08(d) of SEC Regulation S-X requires that if a default exists but
acceleration of the debt has been waived for a stated period of time
beyond the date of the most recent balance sheet being filed, the foot
notes to the financial statements should disclose the amount of the
obligation and the period of the waiver.
Some long-term debt agreements may contain a subjective accelera
tion provision that gives the lender the power to call a loan without an
objectively determinable cause (for example, a material adverse change
occurs). In such cases, FASB Technical Bulletin No. 79-3, Subjective Ac
celeration Clauses in Long-Term Debt Agreements (FASB, Current Text, vol.
1, sec. B05), which incorporates criteria set forth in FASB Statement No.
5, Accounting for Contingencies (FASB, Current Text, vol. 1, sec. C59),
should be followed to evaluate the likelihood of debt acceleration. Such
evaluations may be highly subjective, and, therefore, the rationale for
the entity's conclusion should be carefully assessed by the auditor.
Some loans may contain "due on demand" clauses along with a
schedule of payments for principal and interest. The demand clause
gives the lender the right to call a loan at any time. EITF Issue No. 86-5,
Classifying Demand Notes with Repayment Terms, concludes that loans
with "or on demand" clauses should always be considered current
liabilities in accordance with FASB Statement No. 78 (except in the rare
instance that a lender waives that right for a period of one year).
Auditors may wish to carefully consider the requirements imposed
by loan covenants while planning and performing the audit. Auditors
may consider employing the following procedures:
• Obtain written confirmation of lender waivers of loan covenant
violations and of lenders' lack of knowledge of any violations or
intent to call a loan.
• Consider obtaining an opinion from the entity's attorney regard
ing technical covenant violations.
• Obtain specific management representations regarding known
covenant violations and any communications with lenders regard
ing violations or waivers during the year.
• Give particular consideration to potential audit adjustments that,
if made, would affect loan covenant provisions.
Additionally, for highly leveraged casinos, auditors may wish to
consider the effect such a reclassification may have on that entity's
ability to continue as a going concern.
15

Casino Receivables
Casino receivables arise from the extensive use of credit for casino
play. Receivables are also known as markers, hold checks, or IOUs.
Extensive procedures involving checks and balances are built into the
systems, relating to the issuance, collection, and administration of ca
sino credit. From an audit and financial presentation standpoint, the
primary audit objectives are—
• Valuation of receivables.
— Specification of proper amounts of receivables, including
proper accounting for the markers and any payment made
against the total balance
— Recognition of the bona fide nature of the receivables, through
traditional procedures of confirmation
— Adequacy of valuation reserves, including those for uncol
lectibles, as well as provisions for foreign exchange losses on
markers denominated in a foreign currency
• Consistent methods of revenue recognition from credit play.
The recent trend in corporate gaming has resulted in the increasing
formalization of credit procedures, from credit approval, which may
be evidenced by the use of credit cards, to collection methods, which
are standardized and include monthly statements. In these circum
stances, procedures are becoming more like accounts receivable in
other industries, and the process of confirmation—both positive and
negative, as appropriate—is finding increasing use in the auditing of
casinos. When using confirmations to obtain evidence from third par
ties about financial statement assertions made by management, audi
tors should refer to the guidance contained in SAS No. 67, The
Confirmation Process (AICPA, Professional Standards, vol. 1, AU sec. 330).
Factors that affect the nature, timing, and extent of confirmation pro
cedures include the following:
• The effectiveness of the internal control structure—Documents sup
porting casino receivables may be found in several locations, and
segments of the receivable balance may be included in more than
one area of accountability, such as the casino cage, branch offices,
or collection agencies. Because there is a possibility that assets
from one area might be used to cover shortages in another, it is
generally advisable to consider all casino receivables as one popu
lation to be confirmed as of a single date. Internal control structure
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policies and procedures may be different for each area; accord
ingly, the effectiveness of the internal control structure for each
should be considered separately.
• The possibility o f disputes and the possibility that debtors will be unable
to confirm the information requested—The possibility of disputes and
the possible inability to confirm information are greater than nor
mal in casino operations because customers do not generally re
ceive copies of documents evidencing indebtedness; they rely
primarily on their own records, if any, or on their memories.
• Customers' knowledge o f components of account balances—Confirma
tion procedures may be directed to account balances or to individ
ual items included in such balances. Although casino customers'
balances may include several separately executed instruments, it is
likely that the customers will be able to confirm only their account
balances. They do not generally know, nor do they usually have
records of, the individual components of their balances.
In addition, casino customers may be more sensitive to contact about
their accounts than customers in other businesses. Customers' true
names may not be on the credit file (generally, though, such records are
maintained), or the record of their true names may be kept elsewhere.
Customers may have requested that they not receive mail or perhaps
not be contacted at all regarding their accounts. Such situations require
care by auditors and cooperation from management so that the casino
customers are not alienated and so that the auditors can satisfactorily
confirm the accounts, thus avoiding a possible significant limitation on
the scope of the audit.

Chip and Token Liability
A unique issue of casino liability is the existence and nature of chip
and gaming token liability. Virtually all casinos have issued various
denominations of gaming chips for use in their casino operations.
From an operational standpoint, the chips and tokens that a casino
has outstanding must be redeemed by the casino upon presentation by
a patron or another casino. At any time, the amount of liability is the
difference between the total amount of chips and tokens issued by the
casino and the amount actually on hand within the casino. Over a pe
riod of years, the amount of chip liability generally tends to increase, as
the casino has more of its chips and tokens outstanding in circulation.
The primary reason for this increase over time is not merely transac
tion float in the immediate casino trading area, but also the propensity
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for customers to keep chips and tokens for souvenirs. A second factor
is that the redemption of the $1.00 tokens from casino to casino is lag
ging, since the physical separation of tokens is very difficult and time
consuming.

Accounting Developments
Impairment of Long-Lived Assets
In March 1995, the FASB issued Statement No. 121, Accounting for the
Impairment o f Long-Lived Assets and fo r Long-Lived Assets to Be Disposed
Of (FASB, Current Text, vol. 1, sec. I08). FASB Statement No. 121 estab
lishes accounting standards for the impairment of long-lived assets,
certain identifiable intangibles, and goodwill related to those assets to
be held and used, and for long-lived assets and certain identifiable
intangibles to be disposed of. The Statement requires that long-lived
assets and certain identifiable intangibles to be held and used by an
entity be reviewed for impairment whenever events or changes in cir
cumstances indicate that the carrying amount of an asset may not be
recoverable. In performing the review for recoverability, the Statement
requires that the entity estimate the future cash flows expected to result
from the use of the asset and its eventual disposition. If the sum of
the expected future cash flows (undiscounted and without interest
charges) is less than the carrying amount of the asset, an impairment
loss is recognized. Otherwise, an impairment loss is not recognized.
Measurement of an impairment loss for long-lived assets and identifi
able intangibles that an entity expects to hold and use should be based
on the fair value of the asset. (The fair value of an asset is the amount at
which that asset could be bought or sold in a current transaction be
tween willing parties.)
The Statement also requires that long-lived assets and certain identi
fiable intangibles to be disposed of be reported at the lower of carrying
amount or fair value less cost to sell, except for assets covered by APB
Opinion No. 30. Assets covered by APB Opinion No. 30 will continue
to be reported at the lower of the carrying amount or the net realizable
value.
The Statement is effective for financial statements for fiscal years
beginning after December 15, 1995. Earlier application is encouraged.
Restatement of previously issued financial statements is not permitted
by the Statement. The Statement requires that impairment losses re
sulting from its application be reported in the period in which the rec
ognition criteria are first applied and met. The Statement requires that
initial application of its provisions to assets that are being held for
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disposal at the date of adoption should be reported as the cumulative
effect of a change in accounting principle.
In order to attract gamblers and maintain an advantage over the
competition, casinos periodically upgrade their gaming machines with
the latest technological advances. During the current year several casi
nos have replaced their slot machines with state-of-the-art devices with
embedded bill acceptors. Thus, older, outdated long-lived assets such
as slot machines may not generate adequate future cash flows. Addi
tionally, significant adverse changes in a casino's business climate or
an adverse action taken by a gaming regulator could affect the value of
other casino gaming assets. In such instances, the carrying amounts of
recorded assets may not be recoverable and the provisions of FASB
Statement No. 121 may need to be applied.
In considering a casino's implementation of FASB Statement No.
121, auditors should obtain an understanding of the policies and pro
cedures used by management to determine whether all impaired assets
have been properly identified. Management's estimates of future cash
flows from asset use and impairment losses should be evaluated pur
suant to the guidelines set forth in SAS No. 57, Auditing Accounting
Estimates (AICPA, Professional Standards, vol. 1, AU sec. 342).

Risks and Uncertainties
In December 1994, the AICPA's Accounting Standards Executive
Committee issued SOP 94-6, Disclosure o f Certain Significant Risks and
Uncertainties. SOP 94-6 requires nongovernmental entities to include in
their financial statements disclosures about (1) the nature of their op
erations and (2) the use of estimates in the preparation of financial
statements. In addition, if specified criteria are met, SOP 94-6 requires
entities to include in their financial statements disclosures about (1)
certain significant estimates and (2) current vulnerability due to certain
concentrations.
Paragraph 18 of SOP 94-6 gives examples of items that may be based
on estimates that are particularly sensitive to change in the near term.
Examples of similar estimates that may be included in the financial
statements of casinos include, but are not limited to:
• Net realizable value of casino receivables
• Capitalization and amortization of costs relating to a casino's ma
jor entertainment production
Examples of concentrations that may be subject to disclosure in the
financial statements of casinos may include:
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• volume of business with a particular class of customer such as
convention business, "tour-package" vacationers or consistent
wagerers;
• revenue from a particular gaming operation such as slot machines
or table games;
• operations in a single geographic location such as a riverboat ca
sino
The provisions of SOP 94-6 are effective for financial statements is
sued for fiscal years ending after December 15, 1995 and for complete
financial statements for interim periods in fiscal years subsequent to
the year for which SOP 94-6 is first applied.
Auditors should be alert to the requirements of the new SOP and
its impact on the financial statements of the entity being audited.
Auditors should carefully consider whether all significant estimates
and concentrations have been identified and considered for disclo
sure.

Restructuring Charges
During 1995, two major hotel-casino operators announced their in
tention to spin-off their casino operations into separate companies. An
other major casino owner agreed to be acquired by a large gaming
concern. These actions are designed to enable the constituent compa
nies to gain access to new markets through acquisition or allow them
to concentrate on their core business by divesting themselves of unre
lated divisions. Restructuring often accompanies these activities as re
dundant functions are eliminated and existing areas streamlined.
Auditors should consider the impact of such activities on the entity's
operations and internal control structure; the reserves relating to cur
rent restructuring plans; and the appropriate period for reporting the
costs associated with restructurings.
In considering restructuring liabilities and costs, auditors should be
aware of EITF Issue No. 94-3, Liability Recognition for Certain Employee
Termination Benefits and Other Costs to Exit an Activity (including Certain
Costs Incurred in a Restructuring), for authoritative guidance on the ap
propriate accounting for restructurings. EITF Issue No. 94-3 also pro
vides guidance on (1) the types of costs that should be accrued, (2) the
timing of recognition of restructuring charges, and (3) prescribing dis
closures that should be included in the financial statements.
For publicly held entities, SEC SAB No. 67 (Topic 5P), Income State
ment Presentation o f Restructuring Charges, requires that restructuring
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charges be reported as a component of income from continuing opera
tions.

Promotional Allowances or Complimentary Expenses
It is customary for casinos to provide many customers with free
rooms, food, beverages, and other amenities without cost. These free
services are known in the industry as complementaries or promotional
allowances. The services are usually rendered by the casino's support
departments, such as the hotel or food and beverage operation, to en
courage customers to play in the casino.
The standard financial reporting rules for the Nevada Gaming
Control Board, for example, require the inclusion of these compli
mentary services at full retail value in the reported revenues of the
appropriate department (rooms, restaurant, bar). This requirement
follows the widespread hotel industry practice of valuing these
items at retail value. Although there may be many different ideas of
what constitutes retail, most casinos have established standard
charge rates, usually slightly below premium prices for the valuation
of complimentary services. The primary use of including these services
at retail is to avoid distorting the operating ratios and performance
measures in these support areas, particularly in the food and beverage
area.
The accounting treatment of the costs of these complimentary
services is much less uniform. In some cases, the retail value is
merely subtracted from the total sales to arrive at a net sales figure.
This presentation then usually labels the deductions as promotional
allowances and has become known as the promotional allowances
method.
The second method, known as the complimentary expense method,
treats the retail amount of the complimentary service either as a cost of
operation of the department providing the service or, by using some
form of transfer allocation, as a cost of business of the casino depart
ment. In some cases, the complimentary expenses are merely regarded
as overall administrative expense, and the retail value of the goods and
services are included in this area of expense.
The promotional allowance method of presentation is preferred, and
results in the correct statement of net income of the casino operation.
SEC SAB No. 69, Disclosures by Non-bank Holding Companies Engaged in
Lending and Deposit Activities and Casino-Hotels, requires the separate
presentation of revenues and related costs and expenses applicable to
major revenue-providing activities of hotel-casinos. Thus, for promo
tionals, the financial statements should reflect the actual cost of promo-
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tionals as an expense of the activity that gave rise to them (for example,
if the casino issued a food complimentary, the cost of this complimen
tary is to be included in casino expenses in the financial statements).

AICPA Audit and Accounting Literature
Audit and Accounting Guide
The AICPA Audit and Accounting Guide Audits o f Casinos is avail
able through the AICPA's loose-leaf subscription service. In the looseleaf service, conforming changes (those necessitated by the issuance of
new authoritative pronouncements) and other minor changes that do
not require due process are incorporated periodically. Paperback edi
tions of the guides as they appear in the service are printed annually.

Information Sources
Further information on matters addressed in this risk alert is avail
able through various publications and services listed in the table at the
end of this document. Many non-government and some government
publications and services involve a charge or membership require
ment.
Fax services allow users to follow voice cues and request that se
lected documents be sent by fax machine. Some fax services require the
user to call from the handset of the fax machine, others allow users to
call from any phone. Most fax services offer an index document, which
lists titles and other information describing available documents.
Electronic bulletin board services allow users to read, copy, and ex
change information electronically. Most are available using a modem
and standard communications software. Some bulletin board services
are also available using one or more Internet protocols.
Recorded announcements allow users to listen to announcements
about a variety of recent or scheduled actions or meetings.
All phone numbers listed are voice lines, unless otherwise desig
nated as fax (f) or data (d) lines. Required modem speeds, expressed in
bauds per second (bps), are listed data lines.

* * * *
This Audit Risk Alert supersedes Casino Industry Developments—
1994.
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* * * *
Practitioners should also be aware of the economic, regulatory, and
professional developments described in Audit Risk Alert— 1995/96 and
Compilation and Review Alert— 1995/96, which may be obtained by call
ing the AICPA Order Department and asking for product no. 022180
(audit) or 060669 (compilation and review).
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General Information

Order Department
Harborside Financial Center
201 Plaza Three
Jersey City, NJ 07311-3881
(800) TO-AICPA
or (800) 862-4272

Fax Services

24 Hour Fax Hotline
(201) 938-3787

Information about AICPA
continuing professional
education programs is available
through the AICPA CPE
Division (ext. 3) and the AICPA
Meetings and Travel Division:
(201) 938-3232._______________
Financial Accounting Order Department
Standards Board (FASB) P.O. Box 5116
Norwalk, CT 06856-5116
(203) 847-0700, ext. 10_________
U.S. Securities and
Publications Unit
Information Line
Exchange Commission 450 Fifth Street, NW
(202) 942-8088, ext. 3
Washington, DC 20549-0001
(202) 942-7114 (tty)
(SEC)
(202) 942-4046
SEC Public Reference Room
(202) 942-8079_______________
General Information
Casino and Theme Party 2120 G S Highland Dr.
Operators Association Las Vegas, NV 89102
(702) 385-2963

Organization
American Institute of
Certified Public
Accountants (AICPA)
Electronic Bulletin Board Services

Accountants Forum
This information service is available
on CompuServe. Some information is
available only to AICPA members.
To set up a CompuServe account call
(800) 524-3388 and ask for the AICPA
package or rep. 748.

Information Sources

Information Line
(202) 942-8088
(202) 942-7114 (tty)

Action Alert Telephone Line
(203) 847-0700 (ext. 444)

Recorded Announcements
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